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October 19, 1954 


Memorandum for the Files: Libya - 
: Establishment of central bank of issue 


| telephoned Mr. Leo Cyr, Officer in Charge of African Affairs, 
Department of State, who confirmed the proposal to establish a central bank 
of issue for Libya. He said that to his knowledge this is not publicly 
known unless the information has been given out in Libya. 


In a very discreet way Mr. Cyr implied that it might be well for 
someone from the Company to visit Libya around the latter part of Novem- 
ber. He was purposely vague, but | gathered that he might be trying to 
get across the proposed date for the establishment of the bank. 
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Investigation into the status of the above proposal was motivated 
by cables of October 13 and 20 received from Bradbury, Wilkinson. 


Conversations held at the Department of State, at the Intemational 
Monetary Fund and with His Excellency Fathi Kekhia, Minister of Libya to 
Washington, confirmed that plans are weil under way for the establishment of 
the Central Bank of Issue and that it is hoped the Bank can ope: this year or 
early in 1955. 


Although substantial detailed information was obtainable on the 
development of the present currency system of Libya (reperted below), relatively 
few facts appeared to be available in Washington regarding the proposed opera= 
tions or internal organization of the Central Bank of issue. Undoubtedly this 
is because the main interest and activity with respect to banking as well as 
other matters pertaining to the recently created sovereign state of Libya have 
been primarily on the part of the United Nations, sponsored largely by the 
United Kingdom, France, Italy and Egypt. 


The United States has been more than passively interested, of course, 
owing to the strategic geographical location of Libya, and within the last few 
days has reached an agreement with Libya for air bases in exchange for furnish~ 
ing substantial economic aid. | understand that somewhere and to some minor 
extent during the recent negotiations there were references to the establishment 
of a Central Bank of Issue. 


The major participation on the part of the United States in the economic 
development of Libya has been by Messrs. George A. Blowers and A. N. McLeod, 
both staff members of the International Monetary Fund. The former is a member 
of the Fund's Exchange Restrictions Department and the latter of the Latin American, 
Middle and Far Eastern Departments. These men have been acting in an advisory 
capacity to the United Nations Commissioner in Libya. | was told that the 
present currency setup in Libya and the development with regard to the Central 
Bank are in general the result of recommendations mace by Blowers. 


The summary which follows is taken from reports made available to me 
by the International Monetary Fund: 
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History and Government: 


The General Assembly of the United Nations adopted a resolution on 
November 21, 1949 calling for the setting up of Libya as a sovereign state. 
On December 24, 1951, Libya became an independent kingdom. In ancient 
times Libya had been ruled by the Phoenicians and the Romans, and in the 8th 
century AD it was conquered by the Arabs. In recent times Libya was ruled 
by Turkey until 1912, when it was annexed by Italy. During World War Il 
Libya was occupied by the Allied forces. Tripolitania and Cyrenaica were 
put under a British Military Administration and the Fezzan under French juris~ 
diction. 


Owing to the fact that Libya has been under foreign domination for 
hundreds of years, the people have had little training in administration. 


National Income: 


Owing fo the absence of statistical data, information on national in- 
come is lacking. However, some British officials have estimated that the per 
capita income fs around 16 pounds sterling per annum; on the basis of a popula- 
tion of 1.1 million, the national income would then be around 17.6 million 
pounds sterling, or about $49 million. These figures do not appear to be un= 
reasonable when compared with estimates for some other similar Middle Eastern 
countries such as Saudi Arabia and Jordan. 


Public Finance: 


The system of public finance in Libya is primitive. The Italians in- 
troduced a modem fiscal administration, but owing to the poverty of the coun- 
try and the inadequacy of the methods used in collecting taxes, there were al- 
ways budgetary deficits which were met by subsidies. Since the Allied occupa- 
tion, the budgetary deficits of the three administrative regions have been paid 
by the British and French Governments. 


Currency: 


Until March 25, 1952, Libya had no currency of its own. Under the 
Italian occupation the lire was the principal mediurn of exchange. During the 
Allied occupation three foreign currencies were used, namely, Egyptian pounds 
in Cyrenaica, the British Military Authority Lire (MAL) in Tripolitania, and 
the French Algerian francs in the Fezzan. 


The currency system was unified and a new Libyan currency was put 
into circulation on March 25, 1952, soon after Libya was proclaimed an inde- 


pendent Kingdom. The rates oe e set by the Libyan Currency Commission 
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were as follows: 1 Libyan pound =» MAL 480, 97=1/2 Egyptian piastres, or 
980 Algerian francs. The unification of the currency followed recommenda- 
tions made to the Provisional Libyan Government by a group of experts repre- 
senting the United Kingdom, France, Italy, Egypt, and the United States.1/ 


According to the Currency Law passed by the Provisional Libyan Gov- 
emment on October 24, 1951 and amended by a Royal Decree dated April 3, 
1952, a Libyan Currency Commission was established with head offices In Tri- 
poli. The new Libyan currency is backed 75 per cent by sterling and 25 per 
cent by other foreign exchange. The Libyan pound (tL) is at par with sterling 
and is divided into 100 piastres and 1,000 milliemes. The currency has seven 
denominations in notes, namely tL 10, £15, £L 1, 4b 1/2, £L 1/4, 10 
piastres, and 5 piastres, and five denominations in coins, namely 2 piastres, 
1 piastre, 5 milliemes, 2 milllemes, and | millieme. 


It is estimated that the new currency will be about tL 4 million 
($11.2 million). The Libyan authorities will transfer the foreign currencies 
exchanged for the new currency to the Govemments of Great Britain, Egypt, 
and France, to be credited to Libya's account as a currency reserve. Libya 
hes decided to join the sterling area ond will eventually transfer most of its 
_ foreign exchange holdings into sterling~-with one sterling pound held in cur- 
rency reserve for every Libyan pound in circulation. One effect of the 100 per 
cent foreign exchange reserve plan will be to check the Libyans from trying to 
buy from abroad in excess of their export earnings plus foreign assistance, This 
effect is assured because Libya is almost entirely a “Currency” economy, j.¢., 
checks are very little used. 


Banking and Credit: 


There is no central bank or any locally owned commercial bank in 
Libya. There are, however, five foreign commercial banks, four of which are 
italian and one British. The four Italian banks are branches of the Banco di 
Roma, Banco di Napoli, Banco di Sicily, and Credit Foncier. These banks were 
established during the Italian regime but suspended their operations during the 
Allied occupation of the country. A law was passed in Tripolitania early in 
1951 permitting the Italian banks previously operating in Libya to resume opera= 
tions in Tripolitania and as a result these banks recpened their offices in the 
second half of 1951. Prior to that date the only foreign bank operating in Libya 


l/ These recomm tions were based on a study undertaken e IMF st 
members at the request of the Secretary General of the UN. The Fund staff 
members were Messrs. G. A. Blowers and A. NN. McLeod. 
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since the Allied occupatian of the country had been a branch of Barclay’s Bank 
(Dominion, Colonial and Overseas). This bank has offices in Tripoli, Ben- 
ghazi, and Derna. 


Exchange Controls: 


Libya is heavily dependent on foreign trade. In view of the consis- 
tent deficits in the balance of trade, the Libyon authorities have instituted ex- 
change centrols. lnasmuch as it has been under British administration these 
controls tend to conform with the patiem of controls prevailing in the sterling 
area. 


Direction of Trade: 


In the prewar years over 55 per cent of the external trade of Libya 
was with Italy. lialy*s preponderant position in Libya's trade was terminated 
after the occupation of the country by the Allied Forces in 1942. In the past- 
war years 1946, 1947 and 1949, imports from ltaly averaged about 9 per cent 
of tote! imports while exports to Italy averaged about 18 per cent of total ex- 
ports. During the same period, imports from the U.K. averaged about 22 
per cent of total imports and from Egypt about 28 per cent. On the other hand, 
exports to the UK. accounted for an average of about 7 per cent of total ex 
ports, to Egypt about 12 per cent, to Greece about 21 per cent and to Malta 
about 12 per cent. 
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October 28, 1954 


His Excellency Fathi Kekhia 
Minister of Libya 

4706 ~ 17th Street, N.W. 
Washington, D. C. 


Excellency: 


| sincerely appreciate your courtesy in receiving me last Friday 
and the very cordial attentions extended during my call. 


As regards the organization soon of your Central Bank of Issue 
and its needs for bank notes, | should like to re-emphasize that we offer the 
most responsible services, and notes of the highest quality and greatest se- 
curity, obtainable anywhere . 


If Your Excellency'’s Government should decide fo secure its new 
notes in the United States, we should be grateful for an opportunity to place 
our personnel and facilities at your disposal. However, if it becomes more 
convenient to make your purchase in the sterling area, we take the liberty 
of recommending to you the firm of Bradbury, Wilkinson & Co., Lid., the 
high quality of whose work and service is well known fo us. 

Accept, Excellency, the assurances of my highest consideration. 


Very truly yours, 


Manager, Foreign Department 
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American Eank Note Co. 
70 Broad Street 
New York 4, New York 


1 have received your letter of the 28th of 
October, 1954 addressed to the Minister in which you 
offered your services to the Government of Libya. 


+ have the pleasure to inform you that + have 
written the proper authorities concerning your 
offer. I will be glad to contact you as soon as 
we receive an answer. 

Very truly yours, 


ee Gta 


Hasan Eukres 
Secretary to the *egation 
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an’ LEGATION OF THE 
UNITED KINGDOM OF LIBYA 
WASHINGTON, D.C. 


January 21, 1955 MLM. W. 
JAN Bg 1856 


Mr. M. Wise 

American Bank Note Company PILING 
70 Broad Street 59 
New York 4+, New York yn 34 \ 


oir: 


In referepte to our letter, number 145/9/1, 
of November 4, 1954, I am to inform you that the 
Libyan Ministry of Finance has replied to our 
letter regarding your offer to print Libyan Bank 
Notes. 


The Libyan Ministry of Finance stated in their 
letter that Bradbury, Wilkinson & Company are at this 
time extending their services to the Libyan Covernment. 

Thanking you for your interest, I remain 


Yours sincerely, 


ee Ne 


Hasan Bukres 
Secretary to the Legation 


me 
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Hasan Bukres, Esquire JAN 31 1359 
Secretary to the Legation 


Legation of the United Kingdom of Libya 
Washington, D. C. 


Deor Mr. Bukres: ae 


Reference is méde to your letters of November 4, 1954, No. 
145/9/1, and January 21)° 1955, No. 368/9/1, concerning our interest 
in being of service to the Government of Libya. 


We sincerely appreciate the courtesies you have shown us and 
hope that you will have no hesitancy in calling on us for any assistance 
we may ever offer you. 


Very truly yours, 
AMERICAN BANK NOTE COMPANY 


Manager Foreign Department 
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